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19 September 2005

SEVERN TRENT PLC
International Financial Reporting Standards

Severn Trent Plc (“Severn Trent” or the “group”) is required to report its group
consolidated financial results under IFRS from 1 April 2005. Therefore the first
published results under IFRS will be the interim results for the six months ending 30
September 2005 due on 6 December 2005.

Severn Trent is holding a presentation on 19 September 2005 at 4.00pm on its
implementation of International Financial Reporting Standards (“IFRS”). The
presentation will outline the impact of IFRS on Severn Trent's 2004/05 interim and
full year group profit and loss accounts and balance sheet. The presentation, together
with the presentation slides, will be available as a simultaneous webcast on the Severn
Trent website (www.severntrent.com) and will remain on the website for subsequent
viewing.

As previously announced on 7 June 2005, the adoption of IFRS will impact on Severn
Trent’s future reported financial results and is expected to lead to a reduction in
reported net assets and increased volatility in reported profits and earnings per share.
It is important to note that the adoption of IFRS represents an accounting change and
does not change the group’s business strategy, commercial operations, dividend
policy, debt covenants or regulated capital value and has only a minor impact on cash
flows.

This statement presents and explains the unaudited reconciliations of the group
balance sheet as at 31 March 2005 under UK GAAP to I[FRS and the unaudited
reconciliation of the group profit and loss account under UK GAAP to the group
income statement under IFRS for the year ended 31 March 2005. In addition, the
unaudited reconciliations of the group balance sheets as at 1 April and 30 September
2004 under UK GAAP to IFRS and the unaudited reconciliations of the group profit
and loss account under UK GAAP to the group income statement under IFRS for the
six months ended 30 September 2004 are presented in the Appendix.

Overview

This statement explains how Severn Trent’s reported performance and financial
position are affected by the change from UK GAAP to IFRS and provides details of
that change prior to the publication of our interim results for the six months ending 30
September 2005. '

The impact on the grcup’s reported results, excluding exceptionals*, and financial
position of moving to IFRS was:

e Profit before tax and goodwill amortisation for the year ended 31 March 2005
decreased by £27.6 million. '

Adjusted basic earnings per share increased by 1.0p per share to 56.6p.
PBITDA interest cover decreased from 4.3 to 4.0 times.

The effective tax rate decreased from 17.2% to 16.6%.

Net assets as at 31 March 2005 reduced by £316 million.
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e Net debt as at 31 March 2005 increased by £4.6 million but underlying cash flows
are unaffected. .
e Gearing increased by 4 percentage points to 61%.

* Exceptional means material restructuring, termination and disposal items.

The major movements affecting net assets are reductions arising from the removal of
the discount on deferred tax £397 million and from recognition of the pension liability
on the balance sheet £312 million, partly offset by increases in net assets from fair
valuing infrastructure assets £275 million and timing of recognition of dividends £105
million. -

The group has taken advantage of the exemption in IFRS 1 from the requirement to
restate comparative information for IAS 32 and 35. These standards will be applied
with effect from 1" April 2005. The most significant impact of adopting these
standards will be a further reduction in net assets of £67.9 million due to the mark to
market of hedges and increased volatility in the profit and loss account. During the
current financial year up to 31 August, the fair value of these liabilities had increased
by £38 million resulting in a charge to finance costs and a further reduction in net
assets as a consequence of the movement in the forward yield curve. Further details:
of the impact of applying these standards as at 1 April 2003 are set out below.

In addition to the changes in measurement described above, IFRS also requires a
number of changes in presentation which have no impact on reported results or net
assets. '

The main accounting changes for the vear ended 31 March 2005, which are explained
in more detail below, arise from the following IAS and IFRS:

IAS 10 (Events after the Balance Sheet Date)
IAS 12 (Income Taxes)

IAS 16 (Property Plant and Equipment)

1IAS 17 (Leases)

IAS 19 (Employee Benefits)

IFRS 2 (Share Based Payments)

IFRS 3 (Business Combinations)
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Enquiries:
Julian Wais 0121 722 4523 (on the day)
Head of Investor Relations 0121 722 4295



Basis of preparation

The financial statements presented have been prepared in accordance with IFRS, as
endorsed by the EU or where there is a reasonable expectation of endorsement by the
EU before the group prepares its first annual Accounts in accordance with IFRS for
the year ending 31 March 2006, and interpretations issued by the International
Financial Reporting Interpretations Committee (IFRIC) or its predecessor body. The
group’s IFRS accounting policies are set out on pages 12 to 22.

The group has taken advantage of the exemption in IFRS 1 from the requirement to
restate comparative information for IAS 32 and 39. These Standards will be applied
with effect from 1 April 2005.

First time adoption

IFRS 1 (First-time Adoption of Intematlonal Financial Reporting Standards) requires
that IFRS be applied retrospectively unless a specific exemption is applied. In
preparing these financial statements the group has adopted the following exemptions:

¢ Not to apply IFRS 3 (Business Combinations) retrospectively to past business
combinations;

o To establish a deemed cost for the opening balance sheet carrying value of the
water and wastewater infrastructure fixed assets by reference to the fair value of
these assets at the date of transition to IFRS, 1 April 2004.

e To recegnise all cumulative actuarial gains and losses relating to defmed benefit
pension schemes at the date of transition;

¢ To deem cumulative translation differences for all foreign operations to be zero at
the date of transition;

¢ Not to apply the requirements of IFRS 2 (Share Based Payments) to options
granted under the group’s SAYE schemes prior to 7 November 2002. The
requirements of IFRS 2 have been applied to shares conditionally awarded under
the group’s LTIP schemes before 7 November 2002 but not vested or lapsed
before 1 April 2004 since the fair values of these awards has been publicly
disclosed previously.
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Summary of significant differences between IFRS and UK GAAP that affect the
Group :

This section sets out the siguificant differences between UK GAAP and IFRS that
affect the group and quantifies the impact on the group’s reported results and financial
position.

This should be read in conjunction with the reconciliations of the group balance sheets
and income statement that are set out below.

Property plant and equipment

Under UK GAAP, the water and wastewater infrastmcture assets within Severn Trent
Water were accounted for in accordance with the renewals accounting provisions of
FRS 15 (Tangible Fixed Assets). Such provisions are not present within IAS 16 and it
is therefore necessary to change the accounting policies for these assets on transition
to IFRS. The accounting policies applied under UK GAAP in respect of all other
fixed assets are compliant with IFRS and remain appropriate.

Under renewals accounting the water and wastewater infrastructure networks are
assumed to be single assets. Expenditure on infrastructure assets relating to increases
in capacity or enhancements to the networks and on maintaining the operating
capability of the networks in accordance with defined standards of service are
capitalised. The depreciation charged is the estimated anticipated level of annual
expenditure required to maintain the operating capability of the networks.

Under IAS 16 this treatment may not be applied. Therefore, the significant parts
within the infrastructure networks have been identified and useful lives and residual
values determined so that each significant part may be depreciated individually.

As the UK GAAP net book value of the infrastructure networks was determined using
an accounting policy not compliant with IFRS a deemed cost has been established for
the opening balance sheet carrying value of the infrastructure networks by reference
to the fair value at the date of transition, 1 April 2004 (as permitted by IFRS 1).

The election to record the carrying value of the water and wastewater infrastructure
networks at fair value, and to use that fair value as the deemed cost in the opening
IFRS balance sheet, increases net assets by £275 5 million as at 31 March 2005
compared with UK GAAP.

The segments recognised within the water and wastewater networks have been based
upon asset class since no single pipe or section of sewer is significant compared with
the total value of the networks. This has led to the identification of 6 segments
(impounding reservoirs, raw water aqueducts, large water mains, other water mains
and pipes, strategic sewers and other sewers) which have been assigned zero residual
values at the end of their useful lives. The lives allocated to these segments range
from 80 — 250 years. The depreciation on these assets results in an additional charge
of £19.8 million in the 2005 1IFRS income statement compared with UK GAAP.



Since the classification of expenditure incurred in maintaining the networks between
operating expenditure and capital expenditure has not changed there is no change to
the repairs and maintenance expenditure charged'to the income statement over the
long term. However, under UK GAAP such expenditure was included in the
calculation of the infrastructure renewals charge and was therefore smoothed over an
Asset Management Period ("AMP"). Under IAS 16, repairs and maintenance
expenditure will be charged to the income statement in the period in which it is
incurred. This will introduce an element of volatility into the income statement since
the level of such expenditure can fluctuate 51gn1f1cant1y from one reporting period to
the next, within a single AMP.

Retirement benefits

The group prepared its 2005 UK GAAP results in accordance with SSAP 24
(Accounting for Pension Costs). Under SSAP 24; any pension scheme surplus or
deficit identified at the most recent actuarlal valuation is recognised through the profit
and loss account over the average expected remaining service lives of current
employees. The net pension cost under SSAP 24 therefore includes both the cost of
providing an additional year of pension benefits to employees (regular cost) and an
element of the surplus/deficit relating to previous years (variation). The difference
between employer’s contributions paid and the SSAP 24 net pension cost is
recognised as a prepayment or accrual, Wthh does not necessarily reflect the actuariai
position. Interest is calculated on thls balance sheet entry and is included in the net
pension cost.

Under IAS 19, defined benefit scheme assets and liabilities have been valued at each
balance sheet date and the resulting asset or liability is immediately recognised on the
balance sheet. At the start of each year, assumptions are made to enable the current
service cost, the expected return on assets and the interest cost to be calculated. These
amounts are charged to the income statement for the year. Where actual experience
differs from the assumptions made at the start of a financial year, actuarial gains and
losses are recognised through the statement of recognised income and expense.

The expected return dn:as'set-s' and the‘ interest on the liabilities are recognised within
finance costs under IAS 19. Under SSAP 24 all pension costs are recognised within
operating profits.

The adoption of IAS 19 increases the 2005 profit before tax by £18.1 million
compared with UK GAAP, representing increased operating profits of £19.4 million
and increased finance costs of £1.3 million. Actuarial gains amounting to £43.2
million have been recognised in reserves.

At 31 March 2005, thé dérecognition of the UK GAAP SSAP 24 liability increases
net assets by £5.6 million. Net assets are then reduced by the recognition of the IAS
19 deficit of £317.5 million.

Goodwill

Goodwill is not amortised under IFRS, but is subject to annual impairment reviews.
The reviews carried out at the transition date and 31 March 2005 indicated that no
impairment had arisen.




Since goodwill is no longer being amortised, the 2005 amortisation charge of £30.1
million is eliminated.

Restructuring costs and termination of operations for 2005 are reduced by £9.9
million. IFRS does not allow the UK GAAP requirement tc charge goodwill
previously written off directly to reserves as part of the loss on termination.

Deferred tax _

The most significant impact of IAS 12 for the group is that IAS 12 does not permit
- deferred tax balances to be discounted whereas FRS 19 (Deferred Tax) permits, but
does not require, discounting of deferred tax assets and liabilities.

The group’s policy has been to apply discdunting td its deferred tax liability. This is
of particular significance to a utility business where any reversal of timing differences
is likely to be deferred long into the future due to the long asset lives of network
assets.

The impact of eliminating discounting from the accounting for deferred tax is to
increase the deferred tax charge in the year ended 31 March 2005 by £0.8 million and
to increase the deferred tax liability at that date by £396.6 million.

IAS 12 takes a different conceptual approach to deferred tax than that applied by FRS
19. Under IAS 12 deferred tax must be provided for on all temporary differences
between the carrying amount of an asset or liability in the balance sheet and its tax
base whereas UK GAAP requires deferred tax to be provided for on timing
differences between the treatment of items in the tax computation and the income
statement. This change in approach results in deferred tax provisions under IFRS for
items which under UK GAAP would be permanent differences and hence would not
be provided for. The impact on the group’s IFRS financial statements is to decrease
the deferred tax charge in the year ended 31 March 2005 by £0.2 million and to
increase the deferred tax liability at that date by £20.4 million.

The other IFRS adjustments result in a deferred tax credit of £3.1 million in the year
ended 31 March 2005 and a decrease in the deferred tax liability at that date of £14.2
million. :

Dividends payable :

Under IAS 10 dividends payable are not recognised as liabilities until they have been
appropriately authorised and are unconditional obligations of the group. Historically,
under UK GAAP dividends declared for a particular period have been recognised in
that period’s financial statements, irrespective of the date that they are declared or
approved by shareholders.

In practice this means that interim dividends will now be recognised in the second
half of the financial year and final dividends will be recognised in the first half of the
following year.

The impact on the group’s IFRS financial statements is to reduce the amount of
dividends appropriated in the year ended 31 March 2005 by £3.7 million and to
increase net assets at 31 March 2005 by £104.6 million.



Other differences
All other differences bet ween IFRS and UK GAAP are 1nc1uded within the other
column. The main adjustments are:

¢ The impact of fair valuing shares awarded under LTIP schemes that had not
vested before 1 April 2004 and share options granted under the group’s SAYE
schemes after 7 November 2002 in accordance with IFRS 2; and

e A change in the classification of the buildings element of certain property leases
from operating to finance leases arising from the requirement in IAS 17 to
consider the land and buildings elements of such leases separately;

The impact of these adjustments on profit before tax and net assets, both individually
and in aggregate, is not considered to be material although the impact of IFRS 2 will
increase going forward as more SAYE options fail within its scope.

Financial instruments

IFRS 1 permits the group to continue to apply UK GAAP in respect of financial
instruments for the year ended 31 March 2005 and to apply IAS 32 and 39 with effect
from 1 April 2005. The comparative information for 2004/05 within the 31 March
2006 IFRS financial statements will therefore reflect financial instruments accounted
for under the group’s existing UK GAAP accounting policies.

However, for information purposes, the significant transition adjustments expected to
be required to implement TAS 32 and 39 on 1 April 2005 are described below. The
most significant impact of IAS 39 will be in relation to financial instruments,
principally interest rate swaps and cross currency swaps, that are held to hedge the
group’s exposure to changes in mterest rates and exchange rates.

Under UK GAAP, debt is m1t1a11y recorded at the net proceeds of issue. In
subsequent periods this‘1 1s adjusted for-accrued finance costs and payments made. The
fair values of derivatives are not recognised in the balance sheet hence the balance
sheet values and charges in the profit and loss account are relatively stable.

Under IAS 39, the default treatment is for debt to be carried at amortised cost, whilst
derivatives are recognised separately on the balance sheet at fair value with
movements in those fair values reflected through the income statement. This has the
potential to introduce considerable volatility both to the income statement and to the
balance sheet. Therefore, for fair value hedges, IAS 39 allows changes in the
recognised value of hedged debt that are ‘attributable to the hedged risk to be adjusted
through the income statement.” In the case of cash flow hedges, movements in the fair
value of derivatives are deférred within reserves until they can be recycled through the
income statement to offset the future income statement effect of changes in the
hedged risk.

However, in order to appiy this treatment, it must be demonstrated that the derivative
has been, and will continue to be, an effective hedge of the hedged risk in the
underlying debt within the strict criteria set out in IAS 39. Any hedge ineffectiveness,
provided it is within the range deemed acceptable by IAS 39, is recognised
immediately within the income statement. At 1 April 2005, the group held interest
rate swaps as hedges against its exposure to interest raie fluctuations for periods up to




2030. The swap portfolio is designed to hedge the'debt portfolio and provide an
overall effective economic hedge. However, these swaps are not individually
designated to particular liabilities and so do not meet the criteria for hedge accounting
under IAS 39.

As a result of applying IAS 39 at 1 April 2005 net assets will be reduced by £67.9
million as a result of the swaps that do not meet the hedge accounting criteria.

During the current financial year up to 31 August, the fair value of these liabilities had
increased by £37.8 million resulting in a charge to finance costs and a further
reduction in net assets as a consequence of the movement in the forward yield curve.

Other matters
Volatility in future earnings

Under IFRS infrastructure renewals expenditure will be charged to the income
statement in the year in which it is incurred whereas under UK GAAP it is
“smoothed” over the AMP period. Under IFRS, fluctuations in actual expenditure
will result in volatility in earnings.

Severn Trent Water infrastructure renewals expenditure for the 5 years of the AMP4
programme is not expected to be incurred smoothly at 20% average per annum. It is
instead presently expected to be incurred at a rate higher than that average over the
period of 1 October 2005 to 31 March 2007 and at a rate lower than that average in
the three years 1 April 1007 to 31 March 2010.

Under IAS 19, pension costs are sensitive to changes in actuarial assumptions, in
particular those for interest rates and mortality. A 1% shift in corporate bond yields
would result in a change in the annual pension cost of £10 — 12 million.

IAS 39 will give rise to earnings volatility due to the requirement to fair value swaps.
However, this volatility is not a cash item, has no economic effect, and will reverse
over the lives of the swaps.

Subsidiary statutory accounts

The group’s current intention is that all of its subsidiary companies will continue to
prepare their individual statutory accounts under UK GAAP (or local GAAP for
overseas subsidiaries). The costs and benefits of this approach will be regularly
reviewed, and IFRS may be implemented in subsidiary statutory accounts in the future
if found appropriate.

Corporation tax

Since the individual subsidiary companies will continue to apply UK GAAP in their
statutory accounts there will be no impact on their corporation tax liabilities. The
impact of adopting IFRS in the parent company financial statements on its corporation
tax position is not considered to be significant.



Distributable reserves and dividend policy

Dividends are paid from individual company reserves. As the group’s subsidiary
companies are not adopting IFRS at this time, their distributable reserves will be
unaffected by the group’s implementation of IFRS. Of the significant adjustments
impacting the group at 31 March 2005, only the recognition of the pension scheme
deficit on the balance sheet is considered to have a material impact on the parent
company’s distributable reserves. However, it should be noted that the group’s UK
subsidiaries will be required to implement FRS 17 (Retirement Benefits) with effect
from 1 April 2005. The combined impact of implementing IAS 19 in the parent
company and FRS 17 in the UK subsidiaries will be to reduce distributable reserves
by approximately £220 million at 31 March 2005.

The implementation of IAS 39 in the parent company on 1 April 2005 will reduce
distributable reserves by £29.1 million.

At 31 March 2005 the parent company had distributable reserves in the order of £1.2
billion. The group anticipates that the implementation of IFRS will have no impact on
its current stated dividend policy.

Debt covenants

All of the financial covenants relating to the group's debt are calculated in accordance
with UK GAARP at the time that the covenant was set. Therefore the implementation
of IFRS will have no impact on the group's compliance with its debt covenants.




Reconciliation of the group Profit and Loss Account under UK GAAP to the group
Income Statement under IFRS for the year ended 31 March 2005

items* and deferred tax

*Exceptional items means material restructuring, termination and disposal items.
P 8 4
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UK GAAP 1IFRS Property  Retirement Goodwill — Deferred tax Other IFRS
reclassification Plant & Benefits
Equipment
1AS 16 1AS 19 -IFRS 3 1AS 12
£m £m £m £m _fm £m £m £m
Revenue 2,081.2 - - - - .1 2,081.1
'|Operating costs before goodwill ) B B
amortisation and material items (1,654.3) G8D 16.8 @8 (,679.0)
Goodwill amortisation 30.1) - - - 30.1 - - -
Resn’u‘cturmg costs and termination of 13.0) 137 R 26 R ; 9.9 (14.2)
operations
!’roﬁt on disposal of property and ) 119 N 3 ; ; ; 11.9
investments
Total operating costs (1,697.4) 1.8y (38.7) 19.4 30.1 - 71 (1,681.3)
Group operating profit 383.8 (1.8) (38.7) 194 30.1 - 7.0 399.8
Share of qperatlng profit of joint ventures 1.7 ann N A ) ) ) .
and associates
Excepuox}al toss on sale and termination 9.4) 94 N } } } 3 _
of operations
Exceptional profit on disposal of fixed 76 16 N } ) ) .
assets
Profit before finance costs 393.7 a7 (38.7) 19.4 30.1 - 7.0 399.8
Net finance costs (175.4) 8.7 - (1.3 - - - ©.3) 169.3)
Share of profit of associates and joint '
1.8 - - 1.8
ventures
Profit on ordinary activities before 5,7 5 (1 @87 181 01 - 67 2323
taxation
[ncome tax expense
Current tax (40.9) 1.2 - - - - - (39.7)
Deferred tax (36.9) - - - 25 - (34.9)
Total income tax expense (77.8) 12 - - - 2.5 - (74.1)
Profit for the period 139.5 - (38.7) 18.1 30.1 2.5 6.7 158.2
Attributable to:
Equity holders of the parent 138.8 - 38.7) 18.1 30.1 2.5 6.7 157.5
Minority interests 0.7 - - - - - - 0.7
139.5 - (38.7) 18.1 30.1 2.5 6.7 158.2
Earnings per share (pence)
Basic 40.3 (11.2) 5.3 8.7 0.7 1.9 45,7
Diluted 40.0 - aLn 5.2 8.6 0.7 19 45.3
Adjusted basic before excepticnal items*
and deferred fax 55.6 - 112y 4.5 8.7 - 1.0y 56.6
.Adjusted diluted before exceptional 3552 } any 44 86 ) ©9) 56.2




Reconciliation of the Group.Balance sheet under UK GAAP to IFRS as at 31 March
2005

Property Retirement Goodwill Deferred Dividends
IFRS Plant & Benefits Tax
UK GAAP reclassification Equipment Other IFRS
1AS 16 JAS 19 IFRS 3 IAS 12 1AS 10
£m £m £m £m £m £m £m £m £m
Non-current assets
Property plant and equipment 5,440.6 (107.5) 306.5 2.0 - - - 1.8 5,639.4
Intangible assets
Goodwill 469.5 - - - 30.1 - - 0.5) 499.1
Other intangible assets 14.2 107.5 - - - - - 4.1 125.8
Investments in joint ventures 9.5 - - - - - - - 9.5
Investments in associates 16.3 - - - - - - - 16.3
Available for sale financial assets 0.7 . - - - - - - 0.7
Non-current assets 5,950.8 - 306.5 Q2.0 30.1 - - . 54 6,290.8
Current assets
Inventories 66.0 - - - - - - - 66.0
Trade and other receivables 499.4 - - (7.4) - - - 0.5 492.5
Derivative financial instruments - - - . - - - - B
Cash and cash equivalents 90.8 - - - - - - - 90.8
Current assets 656.2 - - (7.4) - . 0.5 649.3
Total assets 6,607.0 - 306.5 9.4) 30.1 - - 59 6,940.1
Current liabilities
Trade and other payables (669.4) - 31.0) - - - 104.6 (13.2) (609.0)
Borrowings (486.5) - - - - - - - (486.5)
Derivative financial instruments - - - - - - - - -
Currant income tax liabilities (69.6) - - - - - - - (69.6)
Short-term provisions - - - - - - - - R
Current liabilities (1,225.5) - (31.0) - - - 104.6 13.2) (1,165.1)
Non-current liabilities
Trade and other payables (17.9) - - 13.4 - - - - 4.5)
Borrowings (2,494.3) - - - - - - (4.6) (2,498.9)
Derivative financial instruments - - - - - - - - -
Deferred tax liabilities (499.8) - - - - (402.8) - - (902.6)
Retirement benefit obligations - - - (317.5) - - - - (317.5)
Long-term provisions (124.4) - - 1.6 - - - - (122.8)
Deferred income (45.1) - - - - - - - (45.1)
Non-current liabilities (3,181.5) : - - (302.5) . (402.8) 4.6) (3,891.4)
Total liabilities (4,407.0) - (31.0) (302.5) - (402.8) 104.6 - (17.8) (5,065.5)
Net assets 2,200.0 - 275.5 (311.9) 30.1 (402.8) 104.6 (11.9) 1,883.6
Equity
Share capital 264.2 - - - - - - - 264.2
Other reserves 156.1 - 3142 - - - - - 4703
Retained earnings 1,777.8 - 38.7) (311.9) 30.1 (402.8) 104.6 (11.9) 1,147.2
2,198.1 - 275.5 (311.9) 30.1 (402.8) 104.6 (11.9) 1,881.7
Minority interests 1.9 - - - - - - - 1.9
Total equity 2,200.0 - 275.5 (311.9) 30.1 (402.8) 104.6 (11.9) 1,883.6
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IFRS Accounting Policies for the year ended 31-March 2005

a)

b)

Basis of preparation

The financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS), International Accounting Standards (IAS)
and IFRIC interpretations issued and effective or issued and early adopted as at 31
March 2005. These standards are subject to on going review and endorsement by
the European Union or possible amendment by interpretive guidance from the
International Accounting Standard Board (IASB) and the International Financial
Reporting Interpretations Committee (IFRIC) and are therefore still subject to
change.

The financial statements have beeri'prépared‘ﬁnder the historical cost convention
as modified by the revaluation of financial assets and liabilities (mcludmg
derivative instruments) at fair value through profit and ioss.

The preparation of financial statements in conformity with IFRS requires the use
of estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amount of
revenues and expenses for the reporting period. Although these estimates are
based on management’s best knowledge of the amount, event or actions, actual
results may ultimately differ from those estimates.

First time adoption of IFRS

The group’s date of transition to IFRS is 1 April 2004 and all comparative
information in the financial statements has been restated to reflect the group’s
adoption of IFRS, except where otherwise required or permitted by International
Financial Reporting Standard 1 — ‘First Time Adoption of International Financial
Reporting Standards’ (IFRS1).

IFRS1 requires an entity to comply with each IFRS effective at the reporting date
for its first IFRS financial statements. As a general principle, IFRS1 requires the
standards effective at the reporting date to be applied retrospectively, however,
retrospective application is prohibited in some areas. In addition. there are a
number of optional exemptions from full retrospectwe application of IFRSs within
IFRS1.

Group policy on optional I[FRS1 exemptions is as follows:»

Not to apply IFRS 3 (Business Combmauons) retrospecvvely to past business
combinations;

To establish a deemed cost for the opening balance sheet carrying value of the
water and wastewater infrastructure fixed assets by reference to the fair value of
these assets at the date of transition to IFRS, 1 April 2004, -

To recognise all cumulative actuarial gains and losses relating to defined benefit
pension schemes at the date of transition;

To deem cumulative translation differences for all foreign operations to be zero at
the date of transition;

12
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- d)

Not to apply the requirements of IFRS 2 (Share Based Payments) to options
granted under the group’s SAYE schemes prior to 7 November 2002. The
requirements of IFRS 2 have been applied to'shares tonditionally awarded under
the group’s LTIP schemes before 7 November 2002 but not vested or lapsed
before 1 April 2004 since the fair values of these awards has been publicly
disclosed previously.

Basis of consolidation

The financial statements include the results of Severn Trent Plc and its subsidiary,
joint ventures and associated undertakings.

The results of subsidiaries, joint ventures and associated undertakings are included
from the date of acquisition or incorporation, and excluded from the date of
disposal. The results of sub51d1ar1es are consolidated where the group has the
power to control a sub51d1ary The results of joint venture undertakings are
accounted for on an equity basis where the company exercised joint control under
a contractual arrangement. The results of associates are accounted for on an
equity basis where the company holdlng is 20% or more and the company has the
power to exercise 31gn1f1cant 1nﬂuence '

Revenue reco gmtlon

Revenue represents the fair value of consxderatlon recelvable excluding value
added tax, trade discounts and intercompany sales, in the ordinary course of
business for goods and services provided.

Revenue is not recogmsed unt11 the service has been pr0v1ded to the customer, or
the goods which the sale relates to have either been despatched to the customer or,
where they are held on t:he customer s behalf title has passed to the customer.

In respect of long term contracts, revenue is recognised based on the value of
work carried out during the year with reference to the total sales value and the
stage of completion of these contracts.

Income includes an estimation of the amount of mains water and wastewater
charges unbilled at the year end. The accrual is estimated using a defined
methodology based upon a measure of unbilled water consumed by tariff, which is
calculated from historical billing information.

Revenue is recognised for software licence agreéments for general release
software as at the time of client acceptance of the software. Where software

modifications are 1ntegral to the overall contract, software licence revenue is
recognised over the life of the modifications.

Software support and maintenance revenue is recognised over the period it relates
fo.
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e) Segmental reporting
Each of the group’s business and geographical segments provide services that are
subject to risks and returns that are different from those of the other business
segments.

f) Property piant and equipment
Property, plant and equipment comprises:

i) Infrastructure assets

Infrastructure assets are included at cost less accumulated depreciation. The costs
of day to day servicing of infrastructure components are recognised in the profit
and loss account as they arise. Where it is probable that the money spent will
cause future economic benefits to flow to the entity, then costs are capitalised.

Infrastructure assets are depreciated over their useful economic lives, which are
principally as follows:

Years
Impounding reservoirs 250
Raw water aqueducts 250
Mains ' 80-150
Sewers 150 - 200

Assets in the course of construction are not depreciated until commissioned.

ii) Landfill sites
Landfill sites are included within Land and Buildings at cost less accumulated
depreciation. '

The cost of landfill sites includes the cost of acquiring, developing and
engineering sites, but does not include interest. The cost of the asset is depreciated
over the estimated life of the site on the basis of the usage of void space.

iii) Other assets _

Other assets are included at cost less accumulated depreciation. Freehold land is
not depreciated. Other assets are depreciated over their estimated economic lives
to their residual value, which are principally as follows:

Years

Buildings ‘ 30 -60
Operational structures 40 - 80
Fixed plant ‘ 20-40
Vehicles, mobile plant and computers ' 2-15

Assets in the course of construction are not depreciated until commissioned.
Interest costs of debt raised to finance new property, plant and equipment are not

included within the cost of those fixed assets, but are expensed to the income
statement as they arise.
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h)

Leased assets

Where assets are financed by leasing arrangements which transfer substantially all
the risks and rewards of ownership of an asset to the lessee (finance leases), the
lower of the fair value of the leased asset or the present value of the minimum
lease payments is capitalised as an asset with a corresponding liability
representing the obligation to the lessor. Lease payments are treated as consisting
of a capital element and a finance charge, the capital element reducing the
obligation to the lessor and the finance charge being written off to the income
statement over the period of the lease in proportion to the capital amount
outstanding. Depreciation is charged over the shorter of the estimated useful life
and the lease period. o

Where assets are financed by leasing arrangements where substantialiy all the
risks and rewards of ownership remain with the lessor, these are classified as
operating leases. Rental costs arising under operating leases are expensed in the
year in which they are incurred. Leases of land are always treated as operating
leases, unless ownership is transferred at the end of the lease.

IAS17 ‘Leases’ states that where land and buildings are leased, the land element is
almost always regarded as an operating lease, whilst the building element is
separately reviewed to ascertain whether it is an operating or finance lease. This
is different to the treatment under UKGAAP as defined in SSAP21 ‘Accounting
for leases and hire purchase contracts’ where the land and buildings are viewed as
a single item when assessing whether the lease is an operating lease or a finance
lease.

Grants and contributions

Grants and contributions received in respect of non-current assets are treated as
deferred income and rzieased te the income statement over the useful economic
life of those ass=ts. -

Where grants and contributions are given for the purpose of compensation for
expenses incurred with no future related costs, then these are recognised in the
income statemer.t in the pzriod that they become recaivable.

Impairment of non-current assets

Impairments of property, plant and equipment, goodwill and all other non-current
assets are calculated as the difference between the carrying value of the asset and
its recoverable amount. Where the asset does not generate cash flows that are
independent from other assets, the group estimates the recoverable amount of the
cash generating unit to which the asset belongs. Recoverable amount is defined as
the higher of fair value less costs to sell or estimated value in use at the date the
impairment review is undertaken. Fair value less costs to sell represents the
amount obtainable from the sale of the assets in an arm’s length transaction
between knowledgeable and willing third parties, less costs of disposal. Value in
use represents the present value of expected future cash flows expected to be
derived from a cash generating unit, discounted using a pre-tax discount rate that
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b))

k)

D

reflects current market assessments of the cost of capital of the cash generating
unit.

The discount rate used is based on the group’s cost of capital adjusted for the risk
profiles of individual businesses. ‘

Goodwill is tested for impairment on an annual basis. Impairment reviews are
also carried out if there is some indication that an impairment may have occurred,
or, where otherwise required, to ensure that non-current assets are not carried
above their estimated recoverable amounts.

Impairments are recognised in the income statement.

Investments

The group followed the transitional provisions of IRFS1 and adopted IAS32 and
IAS 39 from 1 April 2005.

After initial recognition at cost (being the fair value of the consideration paid),
investments which are classified as held for trading or available for sale are
measured at fair value, with gains or losses recognised in income or equity
respectively. When an available for sale investment is disposed of, or impaired,
the gain or loss previously recognised in equity is taken to the income statement.

Other investments are classified as held to maturity when the group has the
positive intention and ability to hold to maturity. Investments held for an
undefined period are excluded from this classification. Such investments (and
those held to maturity) are subsequently measured at amortised cost using the
effective interest method, with any gains or losses being recognised in the income
statement.

Prior to 1 April 2005, the group held investments at historical cost less any
provision for impairment.

Inventory

Inventory and work in progress is stated at the lower of cost and net realisable
value. Cost includes labour, materials, transport and attributable overheads.

Development land and properties are included at the lower of cost and net
realisable value. Cost includes the cost of acquiring and developing the sites. The
net realisable value of development land is based upon its vaiue as a serviced site,
after taking account of the cost of providing infrastructure services. Income and
attributable profits on properties under development are determined by reference
to valuation of work carried out to date. '

Provisions

Provisions are made where there is a present obligation as a result of a past event
and it is probable that there will be an outflow of economic benefits to settle this
obligation and a reliable estimate of this amount can be made. The group’s policy
on provisions for specific areas is as follows:

16



e Landfill restoration costs: Provision for the cost of restoring landfill sites is
made over the operational life of each landfill site and charged to the income
statement on the basis of the usage of void space.

e Environmental control and aftercare costs: Environmental control and
aftercare costs are incurred over the operational life of each landfill site and
may be incurred for a considerable period thereafter. Provision for all such
costs is made over the operational life of the site and charged to the profit and
loss account on the basis of the usage of void space. Material environmental
control and aftercare costs are discounted by applying an appropriate discount
rate.

e Insurance: Provision is made for claims notified and for claims incurred but
which have not yet been notified, based on advice from the group's
independent insurance advisers.

m) Pension costs

The group operates both defined benefit and defined contribution pension
schemes.

Defined benefit pension scheme-assets are measured using bid rate. Defined
benefit pension scheme liabilities are measured by an independent actuary using
the projected unit method and discounted at the current rate of return on high
quality corporate bonds of equivalent term and currency to the liability. The
increase in the present value of the liabilities of the group’s defined bénefit
pension schemes expected to arise from employee service in the period is charged
to operating profit. The expected return on the scheme’s assets and the increase
during the period in the present value of the scheme’s liabilities, arising from the
passage of time, are 1ncluded n other fmance 1ncome or cost

Actuarial gains and losses arising from experience adjustments, changes in
actuarial assumptions and amendments to pension plans are charged or credited to
equity and recorded in the statement of recognised income and expense.

Costs of defined contribution pension schemes are charged to the income
statement in the period in which they fall due.

n) Foreign currency

The results of overseas subsidiary and associated undertakings are translated into
the presentatmnal curr ncy of the group, sterhng, using average rates of exchange
ruling during the year

e,

LA S POEMA

The net 1nvestments in overseas subsidiary and associated undertakings are

" translated into sterhng it the rates of exchange ruling at the year-end. Exchange
differences thus arising are treated as movements in equity. On disposal of a
foreign currency denominated subsidiary, the deferred cumulative amount
recognised in equity (since 1 April 2004 under the transitional rule of IFRS1 - see
note b) relating tc that entity are recognised in the income statement
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0)

p)

Q)

Exchange differences arising in respect of foreign exchange instruments taken out
as hedges of overseas investments are also treated as movements in equity (sce
note s). '

All other foreign currency denominated assets and liabilities of the company and
its United Kingdom subsidiary undertakings are translated into sterling at the rates
of exchange ruling at the year-end. Any exchange differences so arising are dealt
with through the income statement. Foreign currency transactions arising during
the year are translated into sterling at the rate of exchange ruling on the date of the
transaction. All profits and losses on exchange arising during the year are dealt
with through the income statement.

Research and development

Research expenditure is expensed when it is incurred. Development expenditure
is capitalised and written off over its expected useful economic life where certain
criteria are met and inflows of economic benefits are expected. Expenditure on
property, plant and equipment relating to research and development projects is
capitalised and written off over the expected useful life of those assets.

Deferred taxation

Deferred taxation is provided in full, using the liability method, on temporary
differences between the tax basis of assets and liabilities and their carrying
amounts in the financial statements. A deferred tax asset is only recognised to the
extent it is probable that sufficient taxabie profits will be availaole in the future to
utilise it. Deferred taxation is measured on a non-discounted basis using the tax
rates and laws that have then been enacted or substantially enacted by the balance
sheet date and are expected to appty when the related deferred income tax asset is
realised or the deferred tax liability is settled.

Goodwill

Goodwill represents the excess of the fair value of purchase consideration over the
fair value of the net assets acquired. Geodwill arising on acquisition of
subsidiaries is included in intangible assets, whilst goodwill arising on acquisition
of associates is included in investments in associates. If an acquisition gives rise
to negative goodwill this is credited directly to the income statement.

Goodwill arising on all acquisitions prior to 1 April 1998 remains eliminated
against reserves. Purchased goodwill arising on acquisitions after 31 March 1998
is treated as an intangible fixed asset.

Goodwill is tested annually for impairment and carried at cost less accumulated
impairment losses. Goodwill is allocated to the cash generating unit that derives
benefit from the goodwill for impairment testing purposes.

Fair value accounting adjustments are made in respect of acquisitions. Fair value
adjustments based on provisional estimates are amended within one year of the
acquisition, if required with a corresponding adjustment to goodwill.
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Where goodwill forms part of a cash-generating unit and all or part of that unit is
disposed of, the associated goodwill is included in the carrying amount of that
operation when determining the gain or loss on disposal of the operation.

Intangible non-current assets

Intangible assets acquired separately are capitalised at cost and when acquired in a
business combination are capitalised at fair value at the date of acquisition.
Following initial recognition, the historical cost model is applied to intangible
assets. Where amortisation is charged on finite assets, this expense is taken to the
income statement through operating expenses.

Finite life intangible assets are amortised on a straight line basis over their
estimated useful economic lives as follows:

. Years
Software . 3-10

Intangible assets are reviewed for impairment where indicators of impairment
exist. ‘ ’

Derivatives and other financial instruments

The group has taken advantage of the IFRS1 exemption from application of IAS
32 - Financial Instruments: ‘Disclosure and Presentation’ and IAS 39 — ‘Financial
Instruments: Recognition and Measurement’ and has applied these standards from
1 April 2005.

The accounting policy after 1 April 2005 is as follows:

Debt instruments

All loans and borrowings are initially recognised at cost, being the net fair value
of the consideration received. After initial recognition, interest-bearing loans and
borrowings are subsequently measured at amortised cost using the effective
interest method. Where a ioan or borrowing is in a fair value hedging relationship
it is remeasured for changes in fair value of the hedged risk at the balance sheet
date with gains or losses being recognised in the income statement (see below).

Gains and losses are recognised in the income statement when the liabilities are
derecognised or impaired, as well as through the amortisation process.

Derivative financial instruments

The group uses derivative financial instruments such as cross currency swaps,
forward currency contracts and interest rate swaps to hedge its risks associated
with foreign currency and interest rate fluctuations. Such derivative instruments
are initially recorded at cost and subsequently remeasured at fair value for the
reported balance sheet. The fair value of cross currency swaps, interest rate swaps
and forward currency contracts is calculated by reference to market exchange
rates and interest rates at the period end.
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In relation to fair value hedges which meet the'conditions for hedge accounting,
the gain or loss on the hedging instrument is taken to the income statement where
the effective portion of the hedge will offset the gain or loss on the hedged item
(see above).

In relation to cash flow hedges which meet the conditions for hedge accounting.
The portion of the gain or loss on the hedging instrument that is determined to be
an effective hedge is recognised directly in equity, and the ineffective portion in
the income statement. The gains or losses deferred in equity in this way are
recycled through the income statement in the same period in which the hedged
underlying transaction or firm coramitment is recognised in the income statement.

Forward currency contracts and foreign currency borrowings are used to hedge net
investments in foreign currenicy denominated operations and to the extent that they
are designated and effective as net investment hedges are matched in equity
against changes in value of the related assets. Any ineffectiveness is taken to the
income statement. :

For derivatives that do not qualify for hedge accounting, gains or losses are taken
directly to the income statement in the period. ‘

Hedge accounting is discontinued when the hedging instrument expires, is sold,
terminated or exercised, or no longer qualifies for hedge accounting. At that date
any cumulative gain or loss on the hedging instrument recognised in equity is kept
in equity until the forecast transaction occurs, or transferred to the income
statement if the forecast transaciion is no longer expecied to occur.

The accounting policy prior to 1 April 2005 is as disclosed in the Annual Report
and Accounts 2005. ' : :

Share based payments
The group operates a number of equity settled, share-based compensation plans

for employees. The fair value of the employee services received in exchange for
the grant is recognised as an expense over the vesting period of the grant.

The fair value of employee services is determined by reference to the fair value of
the awards granted calculated using an appropriate pricing model, excluding the
impact of any non market vesting conditions. Non-market based vesting
conditions are adjusted for in assumptions as to the number of awards that are
expected to vest.

Pre-contract costs

Pre-contract costs are expensed as incurred, except where it is virtually certain that
the contract will be awarded, in which case they are recognised as an asset which
is written off to the income statement over the life of the contract.

Discontinued operations and assets held for sale

Where an asset or group of assets (a disposal group) is available for immediate
sale and the sale is highly probable and expected to occur within one year, then
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the disposal group is deemed as held for sale. The disposal group is measured at
the lower of the carrying amount and fair value less costs to sell.

w) Purchase of own shares

The group balance sheet incorporates the shares held by the Severn Trent
Employee Share Ownership Trust (the Trust) and which have not vested
uncoenditionally by the balance sheet date. These are shown as a deduction from
shareholders funds until such time as they vest.

Disclaimer

The group’s IFRS accounting pohcxee as they are applied for the year ended 31 March
2005 have been adopted on the basis of all IFRS issued by the International
Accounting Standards Board -(“IASB”) as at the date of this report and which have
either been endorsed by the European Union (“EU”) or where there is a reasonable
expectation of endorsement by the EU before the group prepares its first annual
Accounts in accordance with IFRS for the year ending 31 March 2006. In particular
this assumes that the EU will adopt revised IAS 19 (2004) “Employee Benefits”
issued by the IASB in December 2004,

Whilst most of the issues regarding the adoption of IFRS for use in the EU have been
resolved, there are still some areas to be concluded upon. Any new standards or
interpretations issued by the IASB.will be assessed and considered by the group on an
individual basis and might result in adjustments to the 2005 IFRS financial statements
before they are considered final. IFRS is currently being applied simultaneously in
the United Kingdom and a number of other countries for the first time. Furthermore,
due to a number of new or revised IFRS having been issued in the past 18 months
there is not yet significant established practice upon which to draw when forming
decisions regarding interpretation and application. Accordingly, practice is
continuing to evolve. At this preliminary stage therefore, the full financial effect of
reporting under IFRS as it will be applied and reported on in the group’s first IFRS
financial statements for the year ended 31 March 2005 may be subject to change.

The financial 1nformat10n set out in this statement relating to the year ended 31 March
2005 does not constltute statutory accounts for that period. Full audited accounts of
Severn Trent Plc in respect of that financial perlod in accordance with UK GAAP
(which received an unqualified audit opinion and did not contain a statement under
either section 237(2) or (3) of the Compames Act 1985) have been delivered to the
Registrar of Compames ) .;, R

Forward-Looking"‘Stat’e'r‘héh’ts"’ -

This document contains certain “forward-looking statements” with respect to Severn
Trent’s financial condition, results of operations and business and certain of Severn
Trent’s plans and objectives with respect to these items.

Forward-looking stateinents are sometiines, but not always, identified by their use of a
date in the future or such words as “anticipates”, “aims”, “due”, “could”, “may”,
“should”, “expects”, “believes”, “intends”, “plans”, “targets”, “goal” or “estimates”.
By their very nature forward-looking statements are inherently unpredictable,
speculative and involve risk and uncertainty because they relate to events and depend

on circumstances that will occur in the future.

" el
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There are a number of factors that could cause actual results and developments to
differ materially from those expressed or implied by these forward-looking
statements. These factors include, but are not limited to, changes in the economies
and markets in which the Group operates; changes in the regulatory and competition
frameworks in which the Group operates; the impact of legal or other proceedings
against or which affect the Group; and changes in interest and exchange rates.

All written or verbal forward-looking statements, made in this document or made
subsequently, which are attributable to Severn Trent or any other member of the
Group or persons acting on their behalf are expressly qualified in their entirety by the
factors referred to above. Severn Trent does not intend to update these forward-
looking statements.

This document is not an offer to sell, exchange or transfer any securities of Severn
Trent Plc or any of its subsidiaries and 1s not soliciting an offer to purchase, exchange
~or transfer such securities in any jurisdiction. Securities may not be offered, sold or
transferred in the United States absent registration or an applicable exemption from
the registration requirements of the US Securities Act of 1933 (as amended).
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: Appendix

Reconciliation of the Group Balance sheet under UK GAAP to IFRS as at 1 April
2004

Proper:y Aetirement Deferred  Dividends
s . IFRS Plant & Benefits Tax
UK GaA® reclassification Equipment : Other IFRS
IAS 16 IAS 19 IAS 12 IAS 10
£m £m £m £m £m £m £m £m
Non-current assets
Property plant and equipment 5,278.0 (110.6) 3142 - - - 35 5,485.1
Intangible assets
Goodwill 497.6 - - - - - . 497.6
Other intangible assets - - 1166 . - - - 2.0 1126
Investments in joint ventures 9.6 - - - - - - 9.6
Investments in associates 17.7 - - - - - - 17.7
Available for sale financial assets 10 - - - - - - 1.0
Non-current assets 5,803.9 - 314.2 - - - 5.5 6,123.6
Current assets
Inventories 80.4 - - - - - - 80.4
Trade and other receivables 452.8 - oo- (7.8) - - - 445.0
Derivative financial instruments - - - - - - - -
Cash and cash equivalents 1153 - - - - - - 115.3
Current assets 648.5 - - (7.8) - - - 640.7
Total assets 6,452.4 - © 3142 (7.8 - - 55 6,764.3
Current liabilities
Trade and other payables (671.0) - - - - 100.9 8.8) (578.9)
Borrowings (486.9) - - - - - 4.0) (490.9)
Derivative financial instruments - - - - - - - -
Current income tax liabilities (65.8) - - - - - - (65.8)
Short-term provisions - - - - - - - -
Current liabilities (1,223.7) - - - - 100.9 (12.8) (1,135.6)
Non-current liabilities
Trade and other payables (17.4) - - 11.1 - - - (6.3}
Borrowings . (2,377.5) - - - - - 0.4) (2,377.9)
Derivative financial instruments - - - - - - - -
Deferred tax liabilities (462.9) - - - ,(392.3) - - (855.2)
Retirement benefit obligations - - - (376.5) - - - (376.5)
Long-term provisions (109.1) - - - - - - (109.1)
Deferred income (45.7) - - - - - - 45.7)
Non-current liabilities (3,012.6) - - (365.4) (392.3) - 0.4 3,770.7)
Total liabilities (4,236.3) B - ' (365.4) (392.3) 100.9 (13.2) (4,906.3)
Net assets ) 2,216.1 - 314.2 373.2) (392.3) 100.9 amn 1,858.0
Equity
Share capital 258.7 - - - - - - 258.7
Other reserves 156.1 3142 - - - - 4703
Retained earnings 1,798.9 - - (373.2) (392.3) 100.9 7.7 1,126.6
2,213.7 - 314.2 (373.2) (392.3) 100.9 (7.7) . 1,855.6
Minority interests 24 - - - - - - 24
Total equity 2,216.1 - 314.2 (373.2) (392.3) 100.9 7.7) 1,858.0
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Reconciliation of the Group Profit and Loss Account under UK GAAP to the Group
Income Statement under IFRS for the six months ended 30 September 2004

UK GAAP IFRS Property  Retirement Goodwill  Deferred tax Other IFRS
reclassification Plant & Benefits
Equipment
IAS 16 IAS 19 IFRS 3 IAS 12
£m £m £m £m £m £m £m
Revenue 1,038.9 - - - - - - 1,038.9
Operating costs before goodwill ) ) }
amortisation (815.4) (12.2) 11.3 0.2) (816.5)
Goodwill amortisation (15.1) - - - 15.1 - - -
Total operating costs (830.5) - (12.2) 11.3 15.1 - ©.2) (816.5)
Group operating profit 208.4 - (12.2) 11.3 15.1 - 0.2) 2224
Share of qperating profit of joint ventures 58 L 58y ) N . .
and associates
Profit before finance rosts 214.2 . (5,8). a2, 113 15.1 - 0.2) 222.4
Net finance costs (88.0) 4.1 - (0.6) - - ©n (84.6)
Share of profit of associates and joint ; 11 3 ) ) ; ) 11
ventures : )
Profit on ordinary activities before
taxation 126.2 0.6) (12.2) 10.7 15.1 - (0.3) 138.9
Income tax expense
Current tax (26.0) 0.6 - - - - (25.4)
Deferred tax (21D - - - - (5.0) - (26.7)
Total income iax expense 7.7 0.6 - - (5.0} - (52.1)
Profit for the period 78.5 - (12.2) 10.7 15.1 (5.0) (0.3) 86.8
Attributable to:
Equity holders of the parent 78.1 - (12.2) 10.7 15.1 (5.0) (0.3) 86.4
Minority interests 0.4 - - - - - - 0.4
78.5 . (12.2) 107 15.1 (5.0) (0.3) 86.8
Earnings per share (pence)
Basic 227 - 3.6) 31 43 (1.5) - 25.0
Diluted 22.5 - (3.6) 3.1 4.3 (1.4) - 24.9
Adjusted basic before deferred tax 29.0 - (3.6) 32 43 - - 329
Adjusted diluted before deferred tax 28.8 - 3.6) 3.2 43 - - »n7
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Reconciliation of the Group Balance sheet under UK GAAP to IFRS as at 30
September 2004

Property
Plant & Retirement Deferred
IFRS Equi Benefit Goodwill Tax Dividends Other IFRS
UK GAAP  reclassification 1AS 16 1AS 19 IFRS 3 1AS 12 IAS 10
£m £m £m £m £m £m £m £m £m
Nen-current assets
Property plant and equipment 53324 (84.2) 302.0 (1.1} - - - (15.4) 5,533.7
Intangible assets )
Goodwill 486.8 - - - 15.1 - - - 501.9
Other intangible assets - 84.2 .- - - - - 207 104.9
Investments in joint ventures 10.3 - - - - - - - 10.3
Investments in associates 174 - - - - - - - 17.4
Available for sale financial assets 0.7 - - - - - - - 0.7
Non-current assets 5,847.6 - 302.0 a.mn i5.1 - - 5.3 6,168.9
Current assets
Inventories 88.8 - - - .- - - - 88.8
Trade and other receivables 479.6 - - (7.8) - - - - 471.8
Derivative financial instruments - - - - - - - - .
Cash and cash equivalents 749 - . . - - - - 74.9
Current assets 643.3 - - 1.8) - - - - 635.5
Totai assets 6,490.9 . 302.0 (8.9) 15.1 - - 53 6,804.4
Current liabilities
Trade and other payables {706.5) - - - - - - 62.8 (9.0) (652.7)
Borrowings (403.6) - - - - - - - (403.6)
Derivative financial instruments - - - - - - - - -
Current income tax liabilities (77.3) - - - - - - - (77.3)
Short-term provisions - - - - - - - - - -
Current liabilities (1,187.4) - - - - - 62.8 9.0y (1,133.6)
Non-current liabilities
Trade and other payables (61.6) - - 255 - - - - (36.1)
Borrowings (2,406.6) - - - - - - 4.3) (2,410.9)
Derivative financial instruments - - - - - - - -
Deferred tax liabilities ) (484.4) - - - - (398.2) - - (882.6)
Retirement benefit obligations - - - (373.2) - - - - (373.2)
Long-term provisions (109.3) - - - - - - - (109.3)
Deferred income - : - - - - - - - -
Non-current liabilities (3,061.9) - - (347.7) - (398.2) - 4.3) (3,812.1)
Total liabilities (4,249.3) - - (347.7) - (398.2) 62.8 (13.3) (4,945.7)
Net assets 2,241.6 - . 302.0 (356.6) 15.1 (398.2) 62.8 (8.0) 1,858.7
Equity
Share capital 2628 - - - - - - - 262.8
Other reserves 156.1 - 3142 - - - - - 470.3
Retained earnings 1,820.3 - (12.2) (356.6) 151 (398.2) 62.8 (8.0) 1,123.2
2,239.2 - 302.0 (356.6) 15.1 (398.2) 62.8 8.0) 1,856.3
Minority interests 24 - - - - - - - 24
Total equity 2,241.6 - 302.0 (356.6) 15.1 (398.2) 62.8 (8.0) 1,858.7
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The segmental analysis of the adjustments to group profit before interest and
exceptional items, group profit before interest and net operating assets is set out
below.

March 2005
Property .
UK GAAP IFRS Plant& RO Goodwin Other IFRS
reclassification  Equipment I‘:g ‘19 IFRS 3
1AS 16

£m £m £m £m £m £m £m
Group profit before interest, goodwill
amortisation and exceptional* items .
Water and sewerage 339.9 - - (387 9.1 : - (2.8) 3075
Waste management 83.4 (1.3) L 20 - (1.9) 82.2
Laboratories 15.0 - - 0.2 ) - - 152
Water purification and operating services 19.8 (11.1) - 01 - 0.1 8.9
Other businesses 48 0.7 . 0.8 - 0.7 7.0
Unrealised profit on inter-segment trading 0.9 - - - - - 0.9)
Corporate overheads (23.4) - - 46 - 1.0 (17.8)

438.6 (11.7) (38.7) 16.8 - (2.9) 402.1
Group profit before interest and
exceptional* items
Water and sewerage 3399 - (38.7) 9.1 - (2.8) 307.5
‘Waste management 60.5 (1.3) - 2.0 22.9 (1.9) 822
Laboratories 10.9 - - 0.2 4.1 - 152
‘Water purification and operating services 16.7 (1L.1) - 0.1 31 0.1 8.9
Other businesses 4.8 0.7 - 08 - 07 7.0
Unrealised profit on inter-segment trading 0.9 - - - - - ©.9
Corporate overheads (23.4) - - 4.6 - 1.0 (17.8)

408.5 (11.7) (38.7) 16.8 30.1 2.9) 402.1
Group profit before interest
Water and sewerage 3345 - (38.7) 11.7 - 2.8) ) 304.7
Waste management 60.5 (1.3) o " 20 229 1.9 822
Laboratories 10.9 - - 0.2 41 - 152
Water purification and operating services 21.0 (11.1) - 0.1 31 0.1 132
Other businesses (8.9) 0.7 - a.8 - 10.6 32
Unrealised profit on inter-segment trading (0.9) - - - - - 0.9)
Corporate overheads (23.4) - - 4.6 - 1.0 (17.8)

393.7 (11.7) (38.7) 194 30.1 7.0 399.8
Net operating assets as at 31 March 2005
Water and sewerage 4,866.5 - 275.5 (233.5) - (3.0) 49055
Waste management 288.4 - - (41.0) - 0.5 247.9
Laboratories 65.9 - - 2.9 - (1.8) 61.2
Water purification and operating services 92.1 - - (8.5) - ' (0.8) 828
Other businesses and Corporate 44.1 - - (26.0) - (1.2) 16.9

5,357.0 - 2755 (311.9) - (6.3) 53143

* Exceptional means material restructuring, termination and disposal items.
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IFRS Equi Benefi Goodwill Other IFRS
UK GAAP  reclassification IAS 16 IAS 19 IFRS 3

£m £m £m £m £m £m £m
Group profit before interest, goodwill
amortisation and exceptional* items
Water and sewerage 181.2 - (12.2) 7.6 - ©0.2) 176.4
Waste management 43.8 0.7) - 15 - 0.7 439
Laboratories 9.8 - - 0.2 - - 10.0
Water purification and operating services 8.9 5.2) - 02 - (0.5) 34
Other businesses 2.0) 0.1 - 0.8 - 0.2 0.9)
Unrealised profit on inter-segment trading 0.2 - - - - - 02
Corporate overheads 12.6) " KR - - 10 - 1.0 (10.6)

229.3 (5.8) . (12.2) 11.3 - (0.2) 2224
Group profit before interest and
exceptional* items
Water and sewerage 181.2 - (12.2) 7.6 - (0.2) 176.4
Waste management 324 . ©0.7) - 1.5 114 0.7) 439
Laboratcries 77 - ) - 02 2.1 - 10.0
Water purification and operating services 73 (5.2 - 0.2 1.6 (0.5) 34
Other businesses 2.0) 01 - 0.8 - 0.2 0.9
Unrealised profit on inter-segment trading 0.2 - - - - - 0.2
Corporate overheads (12.6) - : - 1.0 - 1.0 (10.6)

214.2 (5.8) (12.2) 11.3 15.1 (0.2) 2224
Group profit before interest
Water and sewerage 181.2 - 12.2) 95 - 0.2) 178.3
Waste management 324 ©.7) - 08 114 ©.7) 432
Laboratories 7.7 - - 02 2.1 - 10.0
Water purification and operating services 73 (5.2) - 0.2 1.6 (0.5) 34
Other businesses ' @0 or - 0.8 . 02 0.9)
Unrealised profit on inter-segment trading 0.2 - - - - - 0.2
Corporate overheads (12.6) - - - - 1.0 (11.6)

214.2 (5.8) (12.2) 11.5 15.1 0.2) 222.6

* Exceptional means material restructuring, termination and disposal items.
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